India, the capital deficient country needs more capital from outside the country. Capital is one of the significant elements of factors of production. The industrial development of any country fundamentally depends on the availability of capital. Because of shortage of capital, particularly, underdeveloped and developing countries need more capital for their survival and technology for competing with other countries. Inadequacy of capital is a foremost obstacle for industrial growth of developing nations. The role of Foreign Direct Investment (FDI) is very much a significant in the economic development the country. The amount of FDI, compared to China and other developed countries is quite less. The Indian Government has reviewed policy to attract more FDI and these policy measures boosted the FDI inflows and out flows. But in the recent years, the amount of FDI has been declining. The procedures for FDI approval, environmental clearance, legal aspect, etc., are time consuming. In this paper attempt is made to analyze the direction and impact of FDI on the Indian economy. 
INTRODUCTION
India Ratings says that the government of India"s recent decision to allow the foreign direct investment (FDI) limit in aviation up to 49% is expected to improve the capital structure of airlines with viable business models. The possible equity infusion would not only de-leverage the sector but also provide funds for long-term growth. However, structural challenges may limit the attractiveness for such foreign investors at least in the medium term. In addition to equity infusion, stronger strategic and operational ties with foreign partners with stronger credit profile, may potentially improve the credit profile of domestic airlines. This may have a beneficial impact on the funding cost of this sector known for its high capital intensity. While the long-term growth potential of the Indian market may draw interest from International Airlines, the continuing structural weakness and regulatory risks may increase the perceived risk in such tie-ups. Other key considerations of prospective joint venture (JV) partners would be the lack of majority equity control in addition to specific board constitution. According to the recent policy, foreign investors in retail JVs would be accountable for setting up back-end infrastructure in a time-bound fashion. While certain aspects of this infrastructure, such as setting up and implementing the agricultural supply chain mechanism may require approvals at the State level, procedural delays may prevent timely implementation. The time-bound implementation of guidelines and sole accountability for the foreign partner may increase the regulatory risks to such JVs. Over a period of time, to the extent that such issues are addressed, the sector would benefit not only in terms of funding but also improved operational aspects. Retailers with majority foreign holdings and having strong operational and legal ties with higher rated foreign partners (higher than the India Country Ceiling assigned by Fitch Ratings) could benefit in terms of ratings.
FDI inflows to India remained sluggish, when global FDI flows to EMEs had recovered in 2010-11, despite sound domestic economic performance ahead of global recovery. The paper gathers evidence through a panel exercise that actual FDI to India during the year 2010-11 fell short of its potential level (reflecting underlying macroeconomic parameters) partly on account of amplification of policy uncertainty as measured through Kauffmann"s Index. FDI inflows to India witnessed significant moderation in 2010-11 while other EMEs in Asia and Latin America received large inflows. This had raised concerns in the wake of widening current account deficit in India beyond the perceived sustainable level of 3.0 per cent of GDP during April-December 2010. This also assumes significance as FDI is generally known to be the most stable component of capital flows needed to finance the current account deficit.
OBJECTIVES OF THE STUDY
The present study is mainly proposed to examine the following objectives.
To know the Investment Policy Framework for Sustainable Development.
To know the extent of inflow and outflow of FDI into India.
To scrutinize the hit of FDI looking into Global perspective.
LITURATURE REVIEW
It was the insight of Hymer (1960) who by differentiating direct investment from portfolio investment created basis for studies on factors determining the FDI flows. Hymer highlighted certain facts and evidences on the basis of which he concluded that the nature of the direct and portfolio investment differs and therefore same theories cannot be applied to both types of investment. The key feature that Hymer identified for motivation of FDI was the level of control which a firm of home country gets through direct investment in host country. He also stressed upon market imperfections such as the ownership of knowledge not known to rivals, existence of differentiated products giving profit advantage to a firm investing abroad, problems related to licensing the product, etc., for supporting FDI decisions. However, the literature argues that his theory over-emphasised the role of structural market failure and ignored the transaction cost side of market failure (Dunning and Rugman, 1985 The prior version of his theory ignored the role of strategy in determining the FDI flows. The role of strategic motivations, which was first analysed by Knickerbocker (1973) , were extended by Acocella (1992). As per these strategic theories, the reasons behind strategic alliances included economies of scale, the reduction of risk and access to knowledge and expertise (Inkpen, 2001 ). The strategic alliances highlight the motivation for mergers and acquisitions taking place in the current era of M&A boom.
FDI FROM GLOBAL PERSPECTIVE
A resurgence in economic uncertainty and the possibility of lower growth rates in major emerging markets risks undercutting this favourable trend in 2012. The United Nations Conference on Trade and Development (UNCTAD) predicts the growth rate of FDI will slow in 2012, with flows leveling off at about $1.6 trillion, the midpoint of a range (figure 1). Leading indicators are suggestive of this trend, with the value of both cross-border mergers and acquisitions (M&As) and greenfield investments retreating in the first five months of 2012. Weak levels of M&A announcements also suggest sluggish FDI flows in the later part of the year. Rising FDI to developing countries was driven by a 10 per cent increase in Asia and a 16 per cent increase in Latin America and the Caribbean. FDI to the transition economies increased by 25 per cent to $92 billion. Flows to Africa, in contrast, continued their downward trend for a third consecutive year, but the decline was marginal. The poorest countries remained in FDI recession, with flows to the least developed countries (LDCs) retreating 11 per cent to $15 billion. Indications suggest that developing and transition economies will continue to keep up with the pace of growth in global FDI in the medium term. TNC executives responding to this year"s WIPS ranked 6 developing and transition economies among their top 10 prospective destinations for the period ending in 2014, with Indonesia rising two places to enter the top five destinations for the first time.
The growth of FDI inflows in 2012 will be moderate in all three groups developed, developing and transition economies (table 2) . In developing regions, Africa is noteworthy as inflows are expected to recover. Growth in FDI is expected to be temperate in Asia (including East and South-East Asia, South Asia and West Asia) and Latin America. FDI flows to transition economies are expected to grow further in 2012 and exceed the 2007 peak in 2014. A New Generation of Investment Policies Emerges: Cross-border investment policy is made in a political and economic context that, at the global and regional levels, has been buffeted in recent years by a series of crises in finance, food security and the environment, and that faces persistent global imbalances and social challenges, especially with regard to poverty alleviation. These crises and challenges are having profound effects on the way policy is shaped at the global level. First, current crises have accentuated a longer-term shift in economic weight from developed countries to emerging markets. Second, the financial crisis in particular has boosted the role of governments in the economy, in both the developed and the developing world. Third, the nature of the challenges, which no country can address in isolation, makes better international coordination imperative. And fourth, the global political and economic context and the challenges that need to be addressed -with social and environmental concerns taking centre stage -are leading policymakers to reflect on an emerging new development paradigm that places inclusive and sustainable development goals on the same footing as economic growth. At a time of such persistent crises and pressing social and environmental challenges, mobilizing investment and ensuring that it contributes to sustainable development objectives is a priority for all countries.
Against this background, a new generation of foreign investment policies is emerging, with governments pursuing a broader and more intricate development policy agenda, while building or maintaining a generally favourable investment climate. This new generation of investment policies has been in the making for some time and is reflected in the dichotomy in policy directions over the last few years -with simultaneous moves to further liberalize investment regimes and promote foreign investment, on the one hand, and to regulate investment in pursuit of public policy objectives, on the other. It reflects the recognition that liberalization, if it is to generate sustainable development outcomes, has to be accompanied -if not preceded -by the establishment of proper regulatory and institutional frameworks. "New generation" investment policies place inclusive growth and sustainable development at the heart of efforts to attract and benefit from investment. Although these concepts are not new in and by themselves, to date they have not been systematically integrated in mainstream investment policy making. New generation" investment policies aim to operationalize sustainable development in concrete measures and mechanisms at the national and international levels, and at the level of policymaking and implementation.
Broadly, "new generation" investment policies strive to: Create synergies with wider economic development goals or industrial policies, and achieve seamless integration in development strategies; Foster responsible investor behaviour and incorporate principles of CSR; Ensure policy effectiveness in their design and implementation and in the institutional environment within which they operate.
New Generation Investment Policies and Challenges:
Three broad aspects of "new generation" foreign investment policies translate into specific investment policy challenges at the national and international levels (tables 3 and 4). The critical issues like, the core principles for investment policymaking for sustainable development and share of top investing countries FDI equity inflows (Financial Years) respectively (table 5 and 6). 
Integrating Investment Policy in Development Strategy
Channeling investment to areas key for the build-up of production capacity and international competitiveness. Ensuring coherence with the host of policy areas geared towards overall development objectives.
Incorporating Sustainable Development Objectives in Investment Policy
Maximizing positive and minimizing negative impacts of investment. Fostering responsible investor behavior.
Ensuring Investment Policy Relevance and Effectiveness
Building stronger institutions to implement investment policy. Measuring the sustainable development impact of investment. 
Source: UNCTAD, World Investment Report 2012

Area
Core Principles
1
Investment for Sustainable Development
The overarching objective of investment policymaking is to promote investment for inclusive growth and sustainable development.
2
Policy Coherence
Investment policies should be grounded in a country's overall development strategy. All policies that impact on investment should be coherent and synergetic at both the national and international levels. 3
Public Governance and Institutions
Investment policies should be developed involving all stakeholders, and embedded in an institutional framework based on the rule of law that adheres to high standards of public governance and ensures predictable, efficient and transparent procedures for investors. 4
Dynamic Policy Making
Investment policies should be regularly reviewed for effectiveness and relevance and adapted to changing development dynamics. 5
Balanced Rights and Obligations
Investment policies should be balanced in setting out rights and obligations of States and investors in the interest of development for all. 6
Right to Regulate Each country has the sovereign right to establish entry and operational conditions for foreign investment, subject to international commitments, in the interest of the public good and to minimize potential negative effects. 7
Openness to Investment
In line with each country's development strategy, investment policy should establish open, stable and predictable entry conditions for investment. 8
Investment Protection and Treatment
Investment policies should provide adequate protection to established investors. The treatment of established investors should be nondiscriminatory. 9
Investment Promotion and Facilitation
Policies for investment promotion and facilitation should be aligned with sustainable development goals and designed to minimize the risk of harmful competition for investment. 10 Corporate
Governance and Responsibility
Investment policies should promote and facilitate the adoption of and compliance with best international practices of corporate social responsibility and good corporate governance.
International Cooperation
The international community should cooperate to address shared investment-for-development policy challenges, particularly in least developed countries. Collective efforts should also be made to avoid investment protectionism.
Source: UNCTAD, World Investment Report 2012
As the world economic recovery continued to be uncertain and fragile, global FDI flows remained stagnant at US $ 1.1 trillion in 2010. According to UNCTAD"s Global Investment Trends Monitor (released on January 17, 2011), although global FDI flows at aggregate level remained stagnant, they showed an uneven pattern across regions -while it contracted further in advanced economies by about 7 per cent, FDI flows recovered by almost 10 per cent in case of developing economies as a group driven by strong rebound in FDI flows in many countries of Latin America and Asia. Rebound in FDI flows to developing countries has been on the back of improved corporate profitability and some improvement in M&A activities with improved valuations of assets in the stock markets and increased financial capability of potential buyers. Improved macroeconomic conditions, particularly in the emerging economies, which boosted corporate profits coupled with better stock market valuations and rising business confidence augured well for global FDI prospects. According to UNCTAD, these favourable developments may help translate MNC"s record level of cash holdings (estimated to be in the range of US$ 4-5 trillion among developed countries" firms alone) into new investments during 2011. The share of developing countries, which now constitutes over 50 per cent in total FDI inflows, may increase further on the back of strong growth prospects. FDI flows of top investing countries are given in the below mentioned table-6. 
FDI IN DEVELOPING COUNTRIES
In the case of developing countries the domestic capital is insufficient hence it is unavoidable to invite foreign funds. Most of the developing nations of the world are mainly depending on foreign capital for the development of their industrial development. They get foreign capital in the form of Foreign Direct Investment, Foreign Collaboration, Inter-government loans, and loans obtained from international institutions and commercial barrowings. In July 1991by confirming the need of the foreign capital, the Indian Government adopted the new economic policy. Till 1991, the growth of FDI inflows was not large but after the implementation of the new economic policy in 1991, it has been playing an important role in the economic development. The available data show that, the inflow of FDI into India has been increased from US $ 4029 million in 2000-01 to US $ 37838 million and registered a declining trend in recent years. India, the capital deficient country needs more capital from outside the country. The role of Foreign Direct Investment is very much a significant in the economic development the country. By December 2010, India attracted FDI equity inflows of US $ 2,014 million. According to the data released by the Department of Industrial Policy and Promotion (DIPP), the cumulative FDI equity inflows stood at 186.79 billion US dollar from April 2000 to December 2010.
The amount of FDI, compared to China and other developed countries is quite less, but it has helped in economic transformation of India. The Indian Government has reviewed policy to attract more FDI and these policy measures boosted the FDI inflows and out flows. But in the recent years, the amount of FDI has been declining. The percentage growth over previous years has shown a negative sign. The inflows of FDI increased in the last decade and inspired the performance of the industries in India and it has new opportunities in India. Both India and China are fast developing economies of the world and enjoy the strong economic growth rate. But, India is under performer as for as FDI is concerned if compared with China. The procedures for FDI approval, environmental clearance, legal aspect, etc., are time consuming. The FDI inflow is being hampered due to the political uncertainty at the central and state as well. The reforms in infrastructure need to be quickened, mergers and acquisition process must be rationalized. Above and beyond all these, India is suffering from problem of corruption to attract more FDI.
A perusal of India"s FDI policy and other major emerging market economies (EMEs) reveals that though India"s approach towards foreign investment has been relatively conservative to begin with, it progressively started catching up with the more liberalised policy stance of other EMEs from the early 1990s onwards, inter alia in terms of wider access to different sectors of the economy, ease of starting business, repatriation of dividend and profits and relaxations regarding norms for owning equity. This progressive liberalisation, coupled with considerable improvement in terms of macroeconomic fundamentals, reflected in growing size of FDI flows to the country that increased nearly 5 fold during first decade of the present millennium. Though the liberal policy stance and strong economic fundamentals appear to have driven the steep rise in FDI flows in India over past one decade and sustained their momentum even during the period of global economic crisis (2008-09 and 2009-10), the subsequent moderation in investment flows despite faster recovery from the crisis period appears somewhat inexplicable. Survey of empirical literature and analysis presented in the paper seems to suggest that these divergent trends in FDI flows could be the result of certain institutional factors that dampened the investors" sentiments despite continued strength of economic fundamentals. Findings of the panel exercise, examining FDI trends in 10 select EMEs over the last 7 year period, suggest that apart from macro fundamentals, institutional factors such as time taken to meet various procedural requirements make significant impact on FDI inflows.
TRENDS IN FDI INFLOWS TO INDIA
With the tripling of the FDI flows to EMEs during the pre-crisis period of the 2000s, India also received large FDI inflows in line with its robust domestic economic performance. The attractiveness of India as a preferred investment destination could be ascertained from the large increase in FDI inflows to India, which rose from around US$ 6 billion in 2001-02 to almost US$ 38 billion in 2008-09. The significant increase in FDI inflows to India reflected the impact of liberalisation of the economy since the early 1990s as well as gradual opening up of the capital account. As part of the capital account liberalisation, FDI was gradually allowed in almost all sectors, except a few on grounds of strategic importance, subject to compliance of sector specific rules and regulations. The large and stable FDI flows also increasingly financed the current account deficit over the period. During the recent global crisis, when there was a significant deceleration in global FDI flows during 2009-10, the decline in FDI flows to India was relatively moderate reflecting robust equity flows on the back of strong rebound in domestic growth ahead of global recovery and steady reinvested earnings (with a share of almost 25 per cent) reflecting better profitability of foreign companies in India. However, when there had been some recovery in global FDI flows, especially driven by flows to Asian EMEs, during 2010-11, gross FDI equity inflows to India witnessed significant moderation. Gross equity FDI flows to India moderated to US$ 20.3 billion during 2010-11 from US$ 27.1 billion in the preceding year. From a sectoral perspective, FDI in India mainly flowed into services sector (with an average share of 41 per cent in the past five years) followed by manufacturing (around 23 per cent) and mainly routed through Mauritius (with an average share of 43 per cent in the past five years) followed by Singapore (around 11 per cent). However, the share of services declined over the years from almost 57 per cent in 2006-07 to about 30 per cent in 2010-11, while the shares of manufacturing, and "others" largely comprising "electricity and other power generation" increased over the same period (Table 7) . Sectoral information on the recent trends in FDI flows to India show that the moderation in gross equity FDI flows during 2010-11 has been mainly driven by sectors such as "construction, real estate and mining" and services such as "business and financial services". Manufacturing, which has been the largest recipient of FDI in India, has also witnessed some moderation (Table 7) .
CONCLUSION
An analysis of the recent trends in FDI flows at the global level as well as across regions/countries suggests that India has generally attracted higher FDI flows in line with its robust domestic economic performance and gradual liberalization of the FDI policy as part of the cautious capital account liberalization process. Even during the recent global crisis, FDI inflows to India did not show as much moderation as was the case at the global level as well as in other EMEs. However, when the global FDI flows to EMEs recovered during 2010-11, FDI flows to India remained sluggish despite relatively better domestic economic performance ahead of global recovery. This has raised questions especially in the backdrop of the widening of the current account deficit beyond the sustainable level of about 3 per cent. In order to analyze the factors behind such moderation, an empirical exercise was undertaken which did suggest the role of institutional factors (Government"s to implement quality policy regime) in causing the slowdown in FDI inflows to India despite robustness of macroeconomic variables.
A comparison of actual FDI flows to India and the potential level worked out on the basis of underlying macroeconomic fundamentals showed that actual FDI which has generally tracked the potential level till 2009-10, fell short of its potential by about 25 per cent during 2010-11. Further, counter factual scenario attempted to segregate economic and noneconomic factors seemed to suggest that this large divergence between actual and potential during 2010-11 was partly on account of rise in policy uncertainty. Against this backdrop, it is pertinent to highlight the number of measures announced by the Government of India on April 1, 2011 to further liberalise the FDI policy to promote FDI inflows to India. These measures include;
